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SAK FHABCISOO 4^CAUR 

September 30, 1960 




Mr. Robert Blum, President 
The All* Foundation 
S50 Kearn/ Street 
San Franc iaco, California 

Dear Mr. Blunj 

In connection with our exaHlnatlon of the financial etateaanta of The'* 
Aaia Foundation for the /ear ended July 31, 1960, we not#d certain 
■attera relating to the accounting procedures and system of internal 
check and control which we comment upon In the paragraphs which follov. 
Included in our comDents are references to certain conditiona diacuased 
in ou» letter reports for the year ended July 31, 1969, 

Uecauae we have visited all overseas offices in prior years and have 
noted a general Improvement in internal control and accosting proced- 
ures, we limited this year's ezamiiiat ion at overseas locations to &he 
following offices: Kabuj, Karachi, Colombo, Kuala Lumpur, Rangoon, 

iiangkok, Hong Kong and Tokyo. To augment our etamlnaticw), we expanded 
our teats at the Hocae Office with respect to thoaa- iocatinns “which ym 
did not visit. Our visits were made without advance notice to personnel 
of the respective offices, and at the conclusion thereof our flxwilnga 
and recoomendat ions were nsade known to the Representativee. Before the 
oofipletion of our exasiination at the Home Office, we reviewed letters 
received from the Representatives which indicated that in their opinion 
appropriate corrective action has been taken, end In meet cases the 
action as indicated la in accordance with our reconsteodetions. 

General Ij, we have found that the financial records are well naiiitained 
and the accounting procedures and controls are adequate. However, as 
Indicated herein, control can be improved in certain respects. Having 
regard to the test cherecter of our examination, yoir will appreolata 
that reliance must be placed on adequate methods of internal check and 
control as your principal safeguard against irregularities which a test 
a:iaalnation may not disclose. 
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A j«ar ago we reported that eniployeea were not required to taiko regular 
■ Tacationa and that the Foundation’s practice waa to allov annual leave 
to accumulate. In June, 1950, to correct this aituatlon> the Foundation 
eetablished a policy whereby accumulated vacation leave of Hooie Office 
eMplqyeee may not exceed thirty-eix days at the end of ai^ calendar year. 
Although any employee having accrued vacation heave in axoesa 'of thlrty- 
alx daye on December 31, 1959 may retain jjuch leave within apecifled llalta 
any excess over such limits is to be forfeited at the end of each auoo««»d> 
log year. We have bean Inforaed that employees will not be paid in lieu of 
taking regular vacatltMie except on temlnatlon of eoployaant* Thla vaoa* 
tion leave policy does not relate to overeeae pereonnal, but ve understand 
that a similar policy is to be established. We feel that the aotloo taken 
’ should contribute toward the desired requirement that employees, espeolally 
those holding poeitlais of trust, take regular vacations. 

We have previously reported that leave records were incomplete at overseas 
' • effioes and that there waa no r^uireoent for reporting to the Hoes Offlos 

tbs IssTs tsksn by overssaa employees on the San Franelaoo payroll. During 
this year the Fou^ation stren^hened Internal control over leave reoords 
by requiring each field office* to submit a quarterly report of all leave 
taken by such* field personnel. 

As of July 31, 1959, ve reported that no foraal Inventory records were 
maintained for books in the San Francisco warebousa and that a physical, 
invantory had not been taken during the year. Although a physical ixtvenr- 
tory of all books and periodicals was takan on Daoember £1, 1959, and 
perpetual Invantory records have been set up shoving ths totals of books 
and pariodlcals on hand in the warehouse, a recent inventory taken August 
15, 1960 Indicated that the quantity of such books and pariodlcals on 
hsnd sxcaeded the recorded inventory balanoea by 23,000 books aw) 1«300 
periodicals. These diffarenoep appeared to bo ths result of hot soouietsly 
accounting for all racsipts and shlpiBenta of books. Books not eesting ths 
erlteria set for the books program are not reoorded as reoeived, but are 
physloally segregated and destroyed. It is suggested thst the receipt of 
all books be recorded, including thoee which are to be destroyed, and that 
'X oontrola be established over the destruction of such books. 

’^ 1 ' 

Ws previously ccxmaented upon the fact that stocks of books in various 
vj Foundstion warehouses at overseas locaticna were uninsured. Management 
-f has since decided that the quantity of books on hand at aay one overmeas 
looation Is too small to warrant inaurance oovsrags, except in the came 
of Tokyo, where the books have been insured for $45,000, and Karaohl, 
where the quantity on hand Iwui not yst bean dataralned. 

With -referencs to our last year's comment regarding the unexplained differ- 
ence between the balance as reported to ns by the Da Afghanistan Bank and 
the amount shown on a copy of the bank statement •furnished by the Kabul 
office, it has been established that the difference was the result of an 
erroneous amount being reported by the bank. 
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Our turprlaa count of the petty cMh funds at the San FAuiclaoo offloe 
oa March 20, 1960, rerealed that several of the lapreat funds dlffsrsd 
In varjring anounts froa the established funds as reoopded on the 4x>oki« 

In one Instanoe three psra<ma had access to a single petty oesh fund, 
in several inatanceaftho funds contained lOU's, and in another inetsuMe 
the custodian bad neglected to leave a meno in the petty cash bhx as to 
funds renoved for official business. Ue Vere. advised that oorreotlve 
action was ieoedlatsly initiated, and we noted a general li^uroraeent 
in the handling of oaeh funds at the tloe of our year end count. However, 
we have bean inforaed that our surprise count was the only euoh oount 
■ede during the year. Va feel that ocoaaionel surprlee eeunts eede by 
the Controller's Office would encourage the proper h a n d l i n g of eeefa fimda 
at the Hosw Office. 

Our aurpriae cash counts at Karachi, Colonbo, Rangoon, Bangkok and 
Hoag Song revealed instances In which petty oaeh funds were not eufflol' ‘ 
eotly eocounted for or properly used. Undesirable practloee wfaioh ve 
obaerved included unauthorised borrowing from petty oeah funds, failure 
to obtain appropriate docuicentatlon in support of expenditures, end 
repoarting expenditures before they had been made. Before our depex^ure 
from each location we suggeated that surprise petty oaeh counta be eode 
by the Rapreeantatlve or his designee to encourage the proper handling 
of funda. We recossaand that this suggestion be adapted by ell overeeea 
offioee. 

f 

Inooalng jmII relating to the Asian Student newapeper end the Booka for 
Aeien Students progrea Is routed unopened to the persona reeponeible for 
the respeotive prdjeota. This osil occasionally inoludee oae h oontrlbb— 
tione which are acknowledged by latter and then aubaltted et'irr^goler 
Intervals to the Controller 'e Office for recording and depoeit. It' 
voaI4 ^peer that internal control would ba strangthened if tha oall ware 
opened end ell contributions listed by the ConsintcetioM Section before 
being turned over to the Controller's Office. The Hating could be ueed 
far aubsequent eeknovledgeent of the oontributiona end for chedkliig 1!he 
detail# of dally depoeita by sooaone other then the pe r son i»eperlng the 
depoeit. 

Field offices generally do not adviae tha Hoaw Office of the reeelpt of 
beeke* shipped to thee or to their gnnteea. Ve feel that neilfleetiena 
of reealpt for such shipeenta should ba required. 

• 

In prior years we have reported that at aevaral ovarseae looetione 
invoioea and other supporting data have not been effect ively oenoelled 
in oner to prevent duplioete peynent. Of the overseas effieea visited 
this jeer, we feel that action should be taken in this regard at Coloobo, 
Luopur,' Bangkok, and Rangotm. Although tha rinvolcee that are pro- 
oeesed in Tokyo are cancelled at the time of peyeent, ws noted that eany 
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Froviaior.a 1m .enters of a^'Teeijent requiring the grantee to auomit account- 
ing and other reports iiac not been -con;plied with in the following instances 



Kabul. Afghanistan 

Rural De v^elopEent Gommissiori 
Ministry of !iines and Industries , 
'university of Kabul Gymnasiun 

Karachi, iek'.stan - * 

j' f4G'c 'irtitate of Personnel /-.dEinistrat ion 

F 4o04 la" icnal Boy Seoul Headquarters 

Colonio, ie^Ion 

i'. 1; r-sa va^'akf. - travel 
00 1 i; Ceyl ori Vout.n Council 




F 21C1 
I 2002 
F 4501 
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-a ngkok. Thailand 




F '?a02 
P 43 99 
P 4399 
P 4399 



Ciuilalongkorn University - Mias Vekavakayannoridhs 
Children's Club of Daroon Sarn 
Chulalongkora University - Athletes' travel 
Thamaasat Unlveraity - Athletes', travel 



Hong Kong 



1959 Loan to Scientific Supplie's Agency and 
Union Press Organization - lialaya Press, Ltd. 



Tokyo, Japan 
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Chinese Horticultural Society 
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.Free China. Fortnightly 
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Continent Magazine 


P 
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Ml’S. Warig Tlao-yuan - tinv. •,■1 
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Philippines Ass ocifr-iori of :tocia. 


T> 


■4305 


Y^-ICA - Regional Training .'er. ’nnrs 



Instances in which the terms specified in letters of agreement have nof, a 
complied with ire as follows* 




A letter of agreement, dated April 1, 1959, covering international re 
tions training at the University of Rangoon, outlines a three year pr 
providing for a total expenditure of $144,200. Of this amount, $10,0 
was designated for the purchase of reference an<^ teaching material;: n 
related administrative costs, $5 ,500 was designated for travel of .('t 

mET 
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profp'ycr^:^ a:iJ ‘ "o : '1?C^ 700 w>is Oeaurnated for expenses 

of visiiln^ prc.'ejsGrs or trainees. ' ;'.e :.ir.6 of oar visit in 
June, iOOO, funds already expended for the first two purposes outlined 
above exceeded the total amount allocated therefor. 

Hon^ Konf' 

‘The terms of a letter of aj-jreaJteat, dat?ed September 30, 1958, relat- 
ing to the establislinf.ent of the iblaya Press, Limited, provide in part 
that txhe Press would write, publish and distribute textbooks for Chinese 
secondary schools in Malaya and Singapore. However, recant correspon- 
dence indicates that the Press used a portion of the funds to enter the 
primary school textbook field, although not authorized to do so by the 
letter of agreement. 

Saigon. Vietnam 

In a letter of agreement, dated November Z5, 1959, with the University 
of Hue, provision was made for a maximum expenditure of $3,000 for text- 
books and classroom equipment. However, $6,019 was spent for science 
laboratory equipment and the construction of study tables. We were • 
informed th^t this deviation from the terms’ of the agreement was made on 
the verbal authorization of the Representative. 

San Francisco 

* * 

In 1954, the Foundation loaned $25,000 to Mr. Charles Tanner, a, former 
employee, for the purpose of establishing himself as a recognized motion 
picture producer in Hollywood and performing other specified functions. 

The correspondence files indicate that Mr. Tanner has as yet failed to ' 
accomplish these objectives and although he has confirmed his indebtedness 
and his willingness to repay the loan, he has stated that he is not In a 
position to do so at this time. 

We noted instances at Karachi', Tokyo, Saigon and Vientiane wherein the payee 
of a grant was an Individual, and not the grantee organization, I't is recom- 
mended that grants to organizations be made by check wherein the grantee 
organization is specified as the payee. We feel that checks should be drawn 
in such a manner as to minimize the risk of funds being diverted from the’ 
grantee. It may be that the grantee organization does jiot have a bank 
account and objects to establishing one, in which case it is suggested that 
the payee, of the check be specified in the letter of agreement as the trustee 
for the grantee organization.. 

Our tfeats disclosed instances at Kuala Lumpur in which some letters of agree- 
ment, negotiated in the latter part of 1859, relating to Civic and Community 
Development activities, did not cleari^y state the purpose or intent of the 
grants. At the time of our visit in June of 1960 this situation appeared to 
have been corrected. 
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At other offices we noted the following instances in which funds were expended 
prior to obtaining properly signed la tiers of • agreement : 
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In addition i-o Lfe ioret^oinn^we notoo d :.a lai.cea at Karachi and Lahore In 
which ite.'ss of eqniprieat ccstir..; 3”ji0' and ■;.ii,?K4^ raspactively, were 
ordered refore lerters. o: anreeLvcnt were axeonted. After the orders 

were placed a letter o.i a';reeir.ent w'as o’: rained by the heraciii office^ but 
not^ as yet, by t'le ■ ahore o:Ti::e. 

During the year under review. Tine Asia Press Limited and The Asia Pictures 
Limited cont.inue;d li'.eir operations as described in our report of a year ago. 

k 

Before the time of our visit, the Hong Kong Representative retained the local 
office of Peat, N!arwick, Mitchell t: Co. to maJce a physical count of the books 
on hand at the Hong Kong locations of The Asia Press Limited. "The count 
revealed a shbrtage of approximately 52,000 books. This shortage was explained 
by Mr. Chang Kuo-sin, Governing Director, as having been caused by his former 
business manager and other employees whom he 'replaced in 195?. 

As previously reported. The Asia Pictures Limited constructed a new building, 
to house a second sound stage on land rented from the Goverriment on a month— 
to-month basis, he a-:C9 iru'ormed that attempts to negotiate a long-term lease 
have failed and the only alternative would be tne possibility ohat the land ■ 
might be purchased at public auction. This would be expensive and apparently 
not in accordance with the present plans for this project. • 

To date, the Foundation has invested a total of approximately $764,000 in 
The Asia Press Limited and $307,000 in Ti;a Asia Pictiu’es Limited. By agree- 
ment dated July 29, 1960, the Foundation is to transfer its interest’ in these 
companies to .Mr. Chang as of July 3 j., iiCO, subject to the concurrence of the 
Kong Kong Representative and the completion of an audit of the companies' 
records. In this cotinection, the auditors liave been requested to include in 
their report an evaluation of capital assets so that the import of the 
transfer might be more clearly evident. 

As mentioned in last year's report, the Foundation h^d not received an account- 
ing for a grant of $16,967 made on June 20, 1957 to Scientific Supplies' Agency 
in Hong Kong for the writing and distribution of Chinese texi; books in Ceunbodla. 
During the current year, the Cambodian Representative reoommerided that all 
jaanuscripta, • printed proofs and sample textbooks, together with the unuaed 
portion of the grant, be turned over to the Foundation.' C.orrespondenca from 
the- Hong Kong Representative dated August 4, 1960 indicates that this recom- 
mendation has been carried out. Of the total grant, $9,310 was accounted 
for as having been used in- connect icm with the project. Another letter dated 
September 10, 1960 from the Cambodian -Representat ive states that his review 
of the accounting Indicates that certain reported expenditilres should be 
investigated. 
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We have previously reported ti;at tte ■..'nion Press in Hong Kong had' agreed 
to have an audit o*' f-il u'oa* Fg.njs . Ic: -supported Union Press projecta 
for the year ended 'arc-h dl, ■,/ independent accountants mutually 

acceptable to v o" h :ar"tes. .'o S-!.-;:- a u uement had been reached with 
respect to the Ire^t' Mala^.-.a .un riuei-arid operations. This year we noted 
that the ilalaya und I'hai.iai.u /.epmseutatives have arranged for an amJit 
of the Press' tut i’-l • ies in 'he reupeui i .'o countries as of Jiarch 31, I960,. 

At the time of our visit to l-iong honr, we uctad that an audit of the Union 
Press activitie.u' ; dee:i nape by tr.e firn of Gfien Wong and Company for the 
period April 1, ^05j through duly 31, 1359, onl^,’-. We 'ware unsuccessful in' 
determining uret..-.er 'or not the audit ’was being extended to co'yer the remainder 
of the year enaeo 'larch 31, lUoO, uecaus.o we were requested by the Represen- 
tative not to contact either the auditors or tlie Press. We feel that unless 
the Union Press operat.ions in all tiiree countries are audited for the same 
period, little valuable i;iforrr.ation will be derived therefrom. The fol,Low- 
ing. is a br.ief suimrary of expenditures jnade to the Union Press: 



Period 


,• 


Hong Kong 


Mala.va 


Thailand 


Combined 


1952 to July 31, 


1959 


$..693,893 


'”302,085 


12,169 


* 1 , 278,147 ■ 


Estimated for the 
ended July 31, 


year 

i960 


• 104,000 


116, 60t) 


12,000 


232,600 



This year it came to ; ight tha" the ''Pcoriomic Herald," one of several publi- 
cations in Hong Koi;g supported by the Foundation, was receiving grants based 
on a reported clrculetion of 1,000 copies per month, whereas it was actually- 
publishing less t.hari g,00G copies per month. The present publisher attempted 
^0 Justify this irrerularity zy statinu* tnat he was only continuing to report 
figures that were norparacle to those reported by his predecessor. As a re- 
sult of the foregoing, the Poundatiou has discontinued its support of this 
publication and the Representative is endeavoring to recover }jK$lO,000 
(US$1,613) advanced for a security deposit. In addition, the Representative 
iws ' informed three ether supported publications that an audit of tl^Sir 
accounts will be required as of liarch ^1, 1960. 

We have previously described the circumstances surrounding a grant and loan, 

^ totaling approximately $16,000, made to the Hong Kong Qrama Tour, and the 

troupe's failure to make a proposed to'ur to Malaya. This year, the J(phg Kong 
office was successful in recovering some lighting equipanont valued at $3,000, 
and as it was felt that no further recovery would be realized, the loan, 
$6,370, was vrritten off. 

♦ 

We again noted that there are many instahees in which project expenditures 
and encumbrances exceed the approved project amounts. 




The following data is 
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furnished for your general information! 

Withdravrala from San Francisco bank accounts, except imprest and payroll 
accounts, are made by checks requiring two .signatures-. Checks are usu- 
ally signed by the Controller or hia assistant and cosigned by the President, , 
the Director of Administration, or the Assistant to the President. Authority 
to draw single signature checks against bank accounts at overseas locations 
is granted to authorized field representatives by resolution of the Executive 
Comnittee of the Board of Trustees. The Controller Is also authorised to 
withdraw funds from overseas bank accounts. 

Advances to employees are current. Other accounts receivable amounted to 
♦6 ^903 at July 31, 1960, and of^thia amount, $4,754 waa over ninety days 
old. During the year, one account receivable in the amount of $3,062^ du6 
from a former employee for estimated recoverable income taxes, was written 
off as uncollectible. 

Ae heretofore, the general practice of the Foundation is to obtain verbal 
or written competitive bids on all orders over $1,000, and to award ordera 
to the lowest competent bidder, taking into consideration apecifieatlons to 
.be met, frfeight and handling charges, and the date of delivery when time is' 
an important factor. Thera are two general types of exception to this prac- * 
tioe, namely! (1) routine orders for books, and (2) occasional orders for 
specified items^ which are purchased directly ' from manufacturers. 

Prescribed purchasing procedures require that all orders of $2,500 or more 
be approved by the President or the Director of Administration. Our testa 
of the purchase order files indicated only one exception to this procedure,' 
that being the Issuance of a purchase order in the amount of $4,595 for a 
microfilm machine requested by the Bangkok office. In this case, the 
Director of Admlnlstrai;ion entered his approval when the ooissipn was brought 
to his attention. 

• «. 

Adequate records are maintained at the Head Office which reflect the acqulal- - 
tion, current status, and disposition of capital equipment at all location^. 

In the prior year, we reported that a physical irivantory had been taken of 
all furniture and equipment and at the year end certain items were held In 
suspense classifications in the Home Office records pending receipt of 
required information from the overseas locations. This y^ar, all such Items 
ware cleared from the suspense classification and the equipment records are 
up to date. 

In August, 1959, printing equipment formerly used by the Democracy Publish- 
ing Company’ was transferred in the form of a grant to the University of • 
Rangoon, This equipment had been carried in the capital outlay accounts at 
a cost value of $67,231. In the prior year, we reported that papital outlay 









items coating approximately $25,000 -v/ere left vith' various United States 
citizens or organizations in Indonesia. Certain of these items, repre- 
senting leasehold improvement a coating $10,751, were written off in the 
year under review, noted nb other item of capital equipment having a 

cost value of $5,000 or more that had been disposed of. 

» 

The following employe^Ss were hired during the year and were earning a 
jsalary of $13,500' or more at the year end: 



^plovee 

Paul J. Burnette 
Harry H. Crosby 
Arthur Paul 



Present Position 

Librarian, Office of the 
Representative, Burma 

Director of Studies, Pakistan 
Air Force College, Pakistan 

Economics Advisor, Afghanistan 



Salary at 



$ 13,500. 



13.500 

17.500 






[■ 



I 



Also, the follcn^ng salary rate increases were granted whereby other 
employees' annual basic salaries were raised from below $13 J 500 to above 
that amount: 

Salary at 

F.fiinT ovee Present Position ^ July 31 « 1960 



William T. Fleming 
Robert B. Hall 
Johp E. James 
Paul P, Judge 
Richard J. Miller 



Representative, Malaya 
Representative, Japan 
Representative, Korea 
Representative, Philippines 
Rapresentatiyi, Taiwan 



$ 14,091 
16,000 
13,660 
14,098 
. 14,325 



It Is the policy to reimburse employees for al^ travel and entertainment 
expenses incurred on behalf of the Foundation. Reimbursement is made on 
the basis of actual, but reasonable, costs. The reasonableness is subjected 
to the review and approval of supervisory personnel. In addition, all reim- 
bursement youchera are scrutinized by the Controller's office. During our 
examination we noted no instances in which such expenditures appeared to be 
excessive, except that, as previously reported, the former reprdaentative-.^ 
of the Tokyo office continued to charge the Foundation for the travel 
expenses of his wife when she accompanied him on official business trips 
out of Tokyo. 
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on our roview ar;u inouiry, ii appears jin' the Fon'ndattou haa 
aocipliad wlti: aax a:'.d staiucory fe;iuiresnen-.s of Federal, State, and 
Icx^al auphori:. tes . 

• 

A year apo we reported that nanayerx-nT. nad oonaiderad tiie adviaabil- 
i.ty of developii'i;; an internal audir rpoyrao out deemed it unwarranted 
because of ttie extienee and Trie 'poss i b^e unintentional interference 
with the i:.a:ia,ys.':ier.t of fLeud i^epreseiital i '/er; . -urther consideration 
has been yiver; to t, his- matt er ciurinp the year under review and no 
defirdte action thereon is contemplated in ^.Jie immediate future. 

The iuattera presented iiereln iiave been discussed with Messrs. Jolin F, 
fichardson, llrector, department of Administration, and George E. Seitz, 
Controller. Should you have any questions with regard thereto, we shall 
be pleased to discuss them with you at your convenience. 

f 

Ve wish to acknowledge the courtesies extended to our representativea 
during the ''course of our , examination. 




Very truly yours. 
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